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1.Introduction
RecentlythelocalgovernmentsinJapanhasbeentryingtodisclosevoluntarilytheir
balancesheetandtheirprofitandlossstatement,orso-called"administrativecoststate-
ment".Thesetrendsmaybeinterpretedasagoodintentiontoshowtheirstrongcost-
savingdetermination.Butsomelocalgovernmentscouldgiveafalseaccount,inother
words,don'ttellthetruth,eveniftheymotivated.Thereasonwhyisthatwhatevermot1-
vationtheyhave,theymustbeeventuallybailedout.Theyhavegoodreasontohidetheir
trueperformancelesttheirgrantsorsubsidiesbereduced.Thatiswhatwecalled"soft
budgetconstraint"'.
Someargumentssuggestthatthelawdictatinginthepublicsectorisdifferentfrom
thatintheprivatesector.Whatwewilltrytodointhispaperisdemonstratethatatheory
lThisproblemisoriginallypointedoutinsocialisteconomies.SeeKornai(1979,1980)andQuian
(1994).
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applicabletotheprivatesectorisequallygoodwithaworkingforceinthepublicsector.
Weuseanincompletecontractsapproacht6dealwithproblemsthatthesoftbudgetcon-
straintcancausebetweenthecentralgovernmentandlocalgovernments.
Itisextremelydifficulttowriteatoptimalcostacontractexα η`θthatsaysthatthe
centralgovernmentorthenationalaccountingofficeauditstheperformanceofeachlocal
government,soastobefullyinformed.Theexpostverificationisverycostlyanddifficult
toconduct,becausethelocalgovernmentscoulchavemanipulatedtheinformationtotheir
advantagewithoutbeingcontrolled.Furthermore,infrequencyofelectionsalsoreduces
therapiditywithwhichcitizensmaydirectlydisciplinetheirlocalgovernments.
Ourpropositionissimple:givethemasub-optimallylowerbudgetbythemeansof
decreasinggrantsorsubsidies,iftheysubmitadistortedreport.Thissolutionleadstoan
inevitableexpostefficiencyloss,butletthelocalgovernmentstellthetruth.Thismeasure
couldrevealthetrueperformersandgiveusajudgementbasisonhowfartheirreformsare
going.Thebalancesheetandinparticularadministrativecoststatementarehenceconsid・
eredtobeatoolforinvestigatinghowmanygrantsorsubsidiesareappropriateforeach
localgovernment.InJapanwecanpointoutroughlythreetypesofadministrativecost
statementandcanregardoneofthemasamodelcaseforthispurpose,whichisregrettably
losinggroundsofar.
Therestofthepaperisorganizedasfollows.InsectionIIwepresentaverysimple
modeltoshowwhatthesoftbudgetconstraintmeans.InsectionIIIweapplyanincom-
plete.contractsapproachtothesituationinwhichthecentralgovernmentisthinking
whetherthelocalservicesshouldbedecentralizedornot.Weshowthattheinformation
asymmetrycreatedthroughthedecentralizationhasagoodeffectontheincentiveofgov-
ernor,ifthecentralgovernmentproperlytakesadvantageofit.InsectionIVwediscussthe
roleofbalancesheetandparticularlyofanadministrativecoststatementunderthese
circumstances.Weexaminesomecasesandidentifywhichtypeofadministrativecost
statementisbetter.AsummaryandconclusionsareprovidedinsectionV.
II.SoftBudgetConstraint
Wefirstformulateaverysimplemodelsoastoshowwhatthesoftbudgetconstraint
problemmeans.OurconceptisthesameasthatofDewatripontandMaskin(1995)2,Qian
andRoland(1998),andYanagawa(2000)3.Butwemadesomemodifications.Supposethat
thecentralgovernmentgivesoveralllocalservicestoalocalgovernment.Tosimplifythe
situation,wehaveonlyonelocalgovernmentandalltheworkdonebyanelectedgovernor.
WerefertoalocalgovernmentasprefecturesinJapaninparticular,butincludesomebig
2Thispaperisconsideredtobeoneofpioneeringworks,whichshowsthattheconceptofsoft
budgetconstraintisapplicabletosuchcompetitivefieldsasacreditmarket.
3Yan.agawa(2000),pp.89-99.
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citiesthathavealmostthesamestatusasprefectures.Wecanalsoextendthisargument
tomunicipalities.
Firstthegovernorcanchoosetwoeffortlevels,high(¢")orlow(θ 乙).Thereisno
privatecostthatheincurswhicheverefforthechooses,buthisprivatebenefit(G)thathe
canenjoydiffersaccordingly.Forexample,hecouldbuildaskyscrapertoenjoyawide
viewfromhisofficebypretendingthathispeopleneedhisserviceasfastaspossibleand
asmuchaspossible.
Dependingontheeffortlevelatwhichthegovernorcanchoose,theserviceandthe
benefitthatthecitizenscanenjoychangesfromhightoabsolutelynothing.Accordingly
hisprivatebenefitvariesfromlowtonothing.Ifhechoosesloweffort(e`),thecitizens
mustdowithoutpublicservice(S=0)andcan'tgetanybenefit(B=0).Hedoesn'tget
anyprivatebenefiteither(0=0).Butthecentralgovernmentgiveshimfinancialaidein
ordertobailoutthelocalgovernment.Thenatleastalowamountofservice(S`)ispro-
videdandthecitizensshouldbesatisfiedwithit(B`).Therebythegovernorcanenjoythe
highprivatebenefit(G'.').
Ontheotherhandifhechooseshigheffort(θ"),hecanproducehighamountofservice
(S")thattheyarelookingforwardto(β"),whileallhecanaffordislowprivatebenefit
(G`).Throughoutthepaperweholdtheserviceproducedandthebenefitofcitizenssepa-
rately..Butwecanholdthemtogether,becausewetakeitforgrantedthatthebenefitof
citizensisstrictlyincreasingtotheamountofserviceproduced,Toshowtheincentive
problemofthegovernorunderthesoftbudgetconstraint,wecangivethefollowingformu-
lations.
(H)s"+β"+o">sム+B'+oム
(1-2)S"十13">Sム ー}一Bム>0
(1-3)G'・>G">0
From(1-1),wearethinkingofalocalcommunitywhosesocialwelfareattributecon-
sistsoftheamountofserviceproduced(S),thebenefitofcitizens(B),andthebenefitof
governor(G).Thusweshowthatchoosinghigheffort(e")issocialoptimal.From(1-2),
thecitizensandthecentralgovernmentconsiderhighefforttobemoredesirable.Butfrom
(1-3),asfarasthecentralgovernmentmayeventuallyintervene,thegovernorwillfind
choosingloweffort(ムe)moresuitable.
Ifthegovernorknowsapriorthatbailoutispossibleandhenceheisunderthesoft
budgetconstraint,hecanchoosesociallyundesirableleffort(e).Ontheotherhandifhe
knowsthatbailoutisnotpossibleanchenceheisunderthehardbudgetconstraint,hewill
choosesocialoptimaleffort(〃θ),sincechoosingloweffort(θ りbringshimnoprivate
benefit.
Nowweconsiderwhichisbetterforthecentralgovernment,Isitsupposedtoworkon
themaximizationofsocialwelfareorsolelyforitsself-interest?Inanycase,thelocal
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Figure2HardBudgetConstrainandNoInterventionofCentralGovernment
governmentwillbebailedout.BecausethecentralgovernmentcangetSム 十B`十 〇 ムor
S'andfindsitbetterthanwhenbailoutdoesn'ttakeplace.Thegovernorknowsthisand
willcertainlychooseloweffort(θり.Figurelsumsitup.
Theproblemisthatthedecisionofthecentralgovernmentismadeafterwards.Only
ifthisdecisioncouldbemadepriortothatofgovernor,wemightworkoutsocialoptimal
effort(θ").AsFigure2shows,ifthecentralgovernmentdecidedapriorithatbailoutisnot
possible,thegovernorwouldchoosehigheffort(θ"),despitethefactthathecouldonlyget
lowprivatebenefit(BL),whichisbetterthannothing.
Actuallyitisextremelydifficulttomakeithappen,sincethewordcan'tbeinterpreted
asacrediblethreat.Whicheverthecentralgovernmentmightsay,facingwithundesirable
choiceofgovernor(θ ム),bailoutshouldbebetter.Difficultiesareintrinsictosuchasitua-
tion,becausethecentralgovernmentcannevergetacommitmentfromagovernor。To
summarize,wecitewhatKornai(1979)hasstatedonthebehavioroffirmsinthesocialist
economy4.Wecantellalmostexactlythesamestory,ifwereplace"firm"forlocalgovern-
ment.
4Kornai(1979),pp.807-808.
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…thehardnessorsoftnessofthebudgetconstraintreflectsanattitude.Itmustnotbe
mistakenforthebookkeepingcategoryofthebalancesheetofthefirm.Thelatterisanex
postidentity.Itisarelationshipwhichholdsallthetime:thedifferenceoftheterminaland
theinitialmoneystockisidenticalwiththedifferenceofincomesandofexpenses.As
oPPosedtothis,thebudgetconstraint-ifhardandtherebyeffective-isanθ κ αη'θ
behaviorialregularity,whichexertsaninfluenceonthefirm'sdecision.Exactlybecauseit
isanexanteconstraint,itisrelatedtothefirmmanager'sexpectations.…And,beyonda
certainlimit,themanagercanexpectalmostwithalOO%percentcertaintythatthesur・
vivalofhisfirmsisguaranteed;itcanstandeverylossandinvestmentfinancialfailure.If
theoverwhelmingmajorityoffirmmanagershavethisexpectationforthefuture,itcanbe
saidthatthebudgetconstraintissoft.…
III.Truth-tellingMechanismandDisclosureofBalanceSheetand
AdministrativeCostStatement
1.BasicAssumption
Inthelastsectionwehavepointedoutalimitofthebalancesheetandprofitandloss
statementusuallyusedintheprivatesectorwherethehardbudgetconstraintisdominat・
ing.Inthissectionweillustratewhythedecentralizationandtheuseofthosestatements
isimportant.OurmodelissimilartoSchmidt(1996)andYanagawa(2000)5butwemade
somemodifications,
Thecentralgovernmentcanchargeitselfwithlocalservicesorgiveallofthemtothe
localgovernment.LikesectionII,thereisonlyonelocalgovernmentandalltheworks
donebyanelectedgovernor,ifthedecentralizationtakesplace.Thebudgetofthelocal
governmentisdenotedbyy.Weusetheword"budget"intraditionalway,thatis,budget
onthecashbasislikeinJapanwherethedevelopmentofaccrualaccountingisstillonthe
primitivestageinpublicsector.Theservicesthatthisbudgetcanproduceisgivenby
S(y).Thecostfunctionofthelocalservicesisgivenby:
(2-1)C(y,θ)
Wethinkthattherealcostoflocalservicesisdifferentfromthebudgetscaleoflocal
government,althoughweassumethattheformerisstrictlyincreasingtothelatter.Let
θdenoteaparameterrepresentingthestateoflocalgovernment.Forsimplicityweassume
thatthereareonlytwostates,thatis,θmaybeeithergood(θ1)orbad(θ2),with
C(y,θ1)〈C(y,θ2)forally>0.Weregardθasaprivateinformationthatonlythelocal
governorknows.Thecentralgovernmentisnotaccessibletoit,unlessthedecentralization
doesn'ttakeplace.
5Yanagawa(2000),PP101-111.
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Thegovernorcanaffecttheprobabilitydistributionoverthepossiblestateoflocal
government(θ)bychoosingdifferentlevelofeffort(の.Thatis,naturedrawsθ=B,with
probabilityq(e)andθ=B2withprobability1-q(e)andqisstrictlyincreasingtoe.What
thecentralgovernmentwantstodoisletthegovernorchooseashigheffortaspossiblein
ordertoraisetheprobabilityofcominguptoB,.Restassuredthathesetstheoptimalscale
ofbudget(y).Thatwouldnotbesodifficultorevenlikelyifthecentralgovernmentcould
writeacontractwiththegovernoronthelevelofθ,e,and〃.Butweassumethatitisn't
possibleandallthecentralgovernmentcandecideistodecentralizethelocalservicesor
not.
2.Centralization
Supposethatthecentralgovernmentwouldliketochargeitselfwiththelocalservices
andanadministratorinsideisentirelyresponsibleofthem.LetBdenotethebenefitof
citizens.Thepayoffofcentralgovernmentisgivenby:
(2-2)E(y)十S(y)一C(1ノ,θ)
Whilethepayoffofadministratorisgivenby:
(2-3)4(e)u(!/v1)一 ト(1-4(e))u(y>2)一e
Theutilityfunctionofanadministratorisgivenbythetermu(y).Weassumethat
uisincreasingfunctionofbudgetscale(』).Thereasonwhythemagnitudeofbudgetis
mainconstituentofhisutilityisthatbyenhancingorcontaminatinghisreputationit
affectshisfuturecareerinsideoroutsidethegovernmentifhewishestochangejobs.
Strictlyspeaking,wemustincludethepayoffofadministrator(2-3)intothatofcentral
government(2-2),butwethinkthatitissosignificantlysmallthatwecanignoreit.Let
ガ}denotethebudgetallowedsoastomaximizethepayoffofcentralgovernment(2-2),
giventhatB;tookplace..Theadministratorwillchoosethelevelofeffort(E)andinfluence
4(e)inordertomaximizehispayoff(2-3).
3.Decentralization
Letussupposethatthecentralgovernmentgivesallthelocalservicestoalocalgov-
ernmentwheretheadministratorquitsthejobandiselectedtobeagovernor,asisoften
thecaseinJapan.Hecandecidehimselfthemagnitudeofthebudgetbyissuingbondsor
borrowingmoneyfrombanks,evenbeyondthelimitofhisownfundslikelocaltaxes.
Howeverthecentralgovernmentcaninfluenceitindirectlybydifferentmeanslike
imposingcreditlimits,inhibitingbudgetdeficit,andincreasingorreducingfinancialaide
intermsofgrantsorsubsidies,etc.Enforcingthedisclosureofbalancesheetandadminis-
trativecoststatementcanalsoberegardedasanimportanttoolforcontrollingthebudget
oflocalgovernment,evenifitisonlyanex-postmeasure,inwhichapparentlyinefficient
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interventioncaninfluencethegovernor'sdecisioninthenextperiod.
Ifthecentralgovernmentisperfectlyinformed,thebudgetallowedtoagovernoristhe
sameasaninsideadministrator.Imaginethatthegovernorcouldgetfinancialaide,only
ifhechosethebudgetthatthecentralgovernmentcouldfindoptimal.Hehasnochoicebut
toobeyit.Butitisunlikelytohappen,sinceweassumethattherealstateoflocalgovern-
ment(θ)isnotdirectlyobservable.
Thelikelysolutionisletthegovernortellhimselfthestate(θ)intheformofbalance
sheetandadministrativecoststatement.Thecentralgovernmentcanguesstherealstate
oflocalgovernmentmorepreciselyinthemostcostlessway,Theproblemisthatthe
governorcannotnecessarilytellthetrutheveninthisform.Weneedanincentivemecha-
nismthathecanbenefitfromifherevealstherealstate.
Whatwefindfeasibleisamechanismwherethefinancialaide(A)fromthecentral
governmentandthebudgetalloweddependontheθthatthegovernordisclosedinthe
formofabalancesheetandtheadministrativecoststatementinthepriorperiod.Thereby
wecanletthegovernortellthetruth,unlessheisreluctanttogetanygrantorpaysno
attentiontowhathisdesirablebudgetisallabout.Thecentralgovernmentisalsohappy
withtheoptimalbudget.Thepayoffoflocalgovernmentisgivenby:
(2-4)b(y)十S(y)十 ノ4-C(y,θ)
Theproblemofgovernoriswhetherheshouldsaythattheeconomicstateisgood
(θ 【)orbad(θ2)inhisreport.Generallyspeaking,however,hehadbetterdeclarethatthe
stateisθ20rinfinancialcrisis,sincehecangetmoregrantsorsubsidiesfromthecentral
government.Thatmeanshewillalwaysdeclarethatthestateisbad(θ2),evenifheknows
thatthestateisactua豆lygood(θ1).
Todealwith,wemustcomeupwithsomeincentivedesignsthatpreventit.Forexam-
ple,wecansuggestthefollowingincentiveschema:ifthegovernorsaysthatthestateis
good(θ1),thebudgetallowedwillbeasmuchasthatgivenbyゼlwherethedecentraliza-
tiondoesn'ttakeplace.Ontheotherhandifhedeclaresthatthestateisbad(θ2),the
budgetthathecanaffordwillbelowerthanthatgivenby♂2.Thus,tellingaliewhenthe
stateisactuallygooddoesnotgetanywhere.
4.Incentiveprob匪em
Tosummarize,thecentralgovernmentmustputupwithanex-postefficiencyloss,ifit
wantstoletthegovernortellthetruth.Thisinefficiencyresultsfromthelowerbudget
allowedthegovernorwiththeceilingofcreditorlocaltaxratesomehowsetbythecentral
government.Morespecifically,itisduetothefactthatthecentralgovernmenttriesto
controlthebudgetallowedtothegovernorwithoutsharinginformation.Wehaveatrade-
offbetweendesigningthetruthtellingmechanismandachievingefficiency.
Howeverwecanshowthatthereisagoodeffectontheincentiveofthegovernor。The
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problemofgovernorisgivenby:
(2-5)4(θ)u(yo,)一 ト(1一(1(E))u(y"')一e
Thebudgetallowedthegovernorafterhisannouncementofθ ゴisdenotedbytheterm・
(D,〃).Notethatthebudgetallowedafterthedeclarationofθ2islowerthanwhenthe
decentralizationdoesn'toccur(写02〈ン唱～).Consequently,thegovernorcannotbutraisethe
Ievelofeffort(θ)soastoincreasetheprobabilityofreachingθ1.Thedecentralization
deservesthemerit,sincethelevelofeffort(θ)atwhich(2-5)canachieveishigherthan
what(2-3)hasdone.Figure3sumsitup.
Theideabehindthisanalysisisthesameasweexaminedbefore,namelysoftbudget
constraint.Aslongasthecentralizationcontinues,thegovernmentwillbefullyinformed
ofthestateoflocalservices,andhencethebudgetcanbeadjustedtoasociallyoptimal
level.However,theinsideadministratoralsotendstoadjusthisefforttoagivenlevel,no
moreandnoless.Hedoesn'thavemuchincentivetoimprovethestateoflocalservices .
Becauseevenifthestateturnsouttobebad,hewillgetthepayoffthathecanbesatisfied
withanyway.
Ontheotherhandwhendecentralizationtikesplace,thecentralgovernmentcan't
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observethestateoflocalgovernmentefficiently.Whatmattershereishowtogetin-
formed.Thetruth-tellingmechanismdesignedtoachieveitallowsonlyalowerbudgetto
thegovernor,andhencemakesthebudgetconstraintharder.Thatgeneratesanincentive,
butatsubstantialcost;sub-optimallevelofbudgetallowed.
IV.RoleandL,imitofBalanceSheetandofAdministrativeCostStatement
1.RoleandLimit
Wehavedefinedthebudgetscaleωonthecashbasisandconsideredthatthat
doesn'trepresenttherealcostoflocalservice(C).Lookingatthebalancesheetandin
particulartheadministrativecoststatement,wecanbebetterinformedoftherealstateof
localgovernment(θ).Weassumethattherealcostcanbeestimatedonlybasedonyand
θ(C(y,θ)).
Thebalancesheetandadministrativecoststatementwillshowadistortedsignal,un・
lesstheyareestablishedontheaccrualbasis.Forexample,wecanfind.almostnoaccrued
ordeferreditemsintheaccountingforlocalgovernmentsinJapan,whichproblemgivesa
likelihoodofwidediscretiononthesideofgovernors.Andhencesomegovernorswho
wanttodeclareθ20rfinancialcrisisinordertoassurehisbudget(y),tendtomakealong
termcontractinthelastminute,evenifthoseexpensesshouldbeproperlydeferred.
Evenmoreseriousisthatsomelocalgovernmentstakeadvantageofdepreciationand
allowanceforretirementbenefitssoastodeclareθ20rfinancialcrisis.BecauseinJapanthe
admihistrativecoststatementisjustbeginningtobeintroducedandissupposedtoinclude
them.
TheMinistryofpublicmanagementindicatesthemethodofdepreciationandthe
servicelifeofassets.However,asfarasthemeasurementofallowanceforretirement
benefitsisconcerned,thereisnoclearguideline.WhattheMinistrysuggestsisthetotal
sumofretirementbenefitstobepaidifallemployeesquittheirjobsallatonceforthe
personalreasonattheendofexercise.Thismethodtendstooverestimatetheallowance.
Thatgivesanappearanceoffinancialcrisistosomelocalgovernments.
Thisproblemmayberegardedaswhathappensusuallyinthetransferperiod.Butwe
needaclearandintegratedguidelineimposedonaccounting,whichmeasuresenables
comparisonfromonelocalgovernmenttoanother.Eveniftheaccountingreformisaccom-
plishedonthestrictlyaccrualbasis,itcanneverbeperfect,asisthe.caseofwindow-
dressingthatneverceasestooccurintheprivatesector.
Wemightsuggestthatifthelocalgovernmentdeclaredθ20rafinancialcrisis,the
centralgovernmentissupposedtointerveneandlethimtakesomedrasticmeasureslike
limitingcredits,freezingtheincreaseofpersonnelcosts,insumforcingaveryrestrictive
budget,orasub-optimallylowerbudget.Intermsofproducinganadverseeffectonthe
reputationofgovernors,wecouldincludeamergeroflocalgovernments,particularly
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municipalities,whichhasbeenforthetimebeingferventlypursuedbytheMinistryof
publicmanagementinJapan.Butthoseareultimatemeans.
Whatwefindmorepracticalisdecreasingthegrantsorsubsidies ,Iookingatthebal-
ancesheetandparticularlytheadministrativecoststatementofpriorperiods.Thecentral
governmentgivesgrantsorsubsidiesinsomewayorothertoalllocalgovernments,soas
tomakeupfortheirbudget.Wecaninfluencethebudgetscaleωbymeansofincrease
ordecreaseofsuchaides(A).
Thusasfarastheadministrativecoststatementisconcerned ,includinggrantsor
subsidiesintherevenueitemdoesn'tseemtobeconvenient .Excludingthemfromthe
revenueltemcouldperhapsrevealtheeffortlevelatwhichthegovernorhaschosenforthe
purposeofincreasinglocalwealth.WewillexaminesomeexamplesinJapanandfigureout
whichtreatmentisbetter.
2.CaseStudies
ToseetheadministrativecoststatementsinJapanandmakeacomparisonbetween
them,wemustfirsttakealookatwhatisgoingbnintheaccountingofJapaneselocal
governments.Wehavealreadymentionedthatthereisneitherharmonizationnorobliga-
tiontoprepareforthebalancesheetandtheadministrativecoststatement .Butwecan
identify3typesofmodelsthatcompetewitheachother .Thatis;
①modelofMinistryofpublicmanagement
②modelofathinktank"FutureplanforJapan"
③self-developedmodels
Asfor①,amodelofabalancesheetwasreleasedin2000andthatofadministrative
coststatementin2001・
.Model②wasdevelopedbythetaskforceundertheinitiativeof
severalprefecturesandcities.Thetypicalexamplesof③areTokyoprefecture ,Musashino-
city,andUsuki-cityetc.ThemodelOlisnowgainingground ,whilethatof②isconsidered
tobemoreadvanced,sincethelatterhasalsoproposedthecash-flowstatement 。Model
③ismoreorlessinfluencedbythatof②andmadeafewmodificationonthatofClike
thatofTokyoprefecture,whichonlydifferenceisaseparatedaccountofdepreciationas
expensewithoutcashflow.
Weshowinthe
.tableltheadministrativecoststatementqfShizuokaprefecturefor
fiscalyear2001asexampleof①,whileinthetable2thatofIwateprefectureforthefisca
year2000asexampleofmodelQ2Wealsoshowinthetable3thatofMusashino-cityfor
fiscalyear2001asexampleofmodel③,whichmademuchmoreprogressthanthatofOlin
introducingtheaccrualbasis.
ThedifferenceisstrikingbetweentheadministrativecoststatementofIwateprefec-
tureandofShizuokaprefecture.Theformer(model②)isestablishedontheactivitybasis
andmakesitveryclearhowmucheachserviceproduceddependsongrantsorsubsidies .
Byobservingtheincreaseordecreaseofthatcoverageratiofromyeartoyear
,wecanguess
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TablelTheAdministrativeCostStatementofShizuokaPrefectureFY2001'
AdministrativeCostItemTotal
Ratio
(%) Assembly
Admi一
「 曾
mstratlon
Social
He亘P
Sani一
●
tatlon
Labor
Salaries 380 37.2 2 16 5 8 1Cost
Incured
in
Personnel
Retirement 35 3.5 0.4 5 0.4 2 0.2
Tota1 415 40.7 2 21 6 10 ・1
Acquisition 42 4ユ 0.2 10 0.6 2 0.6
Maintenance 12 L2 0 0.2 0.06 0,007 0.02Consumptive
Cost Depreciation 164 16.1 0,006 7 0.9 0.8 0.5
Total 218 2L4 0.2 17 2 3 1
Investment 26 2.6 21 5
Allowance 203 19.9 0.Ol 28 52 ll 2
Transfer
Cost
Broughtout 2 0.2 0 0 0 0
Subsidies 86 8.4 0 5 10 3 0
Total 317 31.1 0.Ol 33 83 19 2
Restoration 8 0.8
DeptService 59 5.8
Others Discharge 2 0.2 0 0.0002 0 0.3 0.4
UnpaidTaxes 1 0.1
Total 70 6.9 0 0.0002 0 0.3 0.4
AdministrativeCosta1,020 3 71 90 32 5
Ratio(%) 0.2 6.9 88 3.2 0.5.
RevenueItem
1Feesb 73 0,004 22 3 2 0.09
b/a 7.2 0.1 31.1 3.7 4.8 1.7
2Grantsc 168
層
7 25 5 10
c/a 16.5 9.9 27.9 16.7 203.1
30rdinaryRevenues** 708
D/a 69.4
牢Inbillionyen
絆LocalTaxes
,LocalTransferredTax,andLocalAllocation
Taxetc.
..,Grantsallocatedforthelifetimeofassets
4Grantsallocated***e 45
Revenue(b十c十d十e)f 994
NetSurplus(Deficit)f-a△26
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Table2一]TheAdministrativeCostStatementofIwatePrefectureforFY2000(100millionyen)
① ② 層 ③ ④ ⑤ ⑥
②一③ 一④一⑤
Items TotalBudget
Transfer
toOther
Accounts
Increase
ofAssets
(Infra.)
Decrease
ofDebts
(Bonds)
CostofBudget
1.Assembly 15 0 0 0 14
2GeneralAdministration
・
594 0 26 .47 520
3SocialWelfare 506 0 14 0 491
4Sanitation 247 0 45 0 202
5LaborAdministration 36 0 3 0 33
6Agriculture,Forestry,Fisheries1,617 17 305 33 1,26(
①Agriculture 313 0 73 33 206
②DairyingandCattle-Breeding93. 0 15 0 77
③FarmLand 701 0 14 0 686
④Forestry 295 17 56 0 221
⑤Fisheries 213 0 145 0 67
7CommerceandManufacturing 768 1 676 0 89
8PublicWorks 1,579 33 984 0 561
①AdministrativeCost 106 33 42 0 31
②RoadsandBridges 817 0 515 0 302
③Coasts 442 0 360・ 0 82
④Ports 60 0 33 0 26
⑤CityPlanning 118 0 16 0 101
⑥Housing 32 0 15 0 16
9Police 326 0 16 17 293
10Education 1,867 0 133 122 1,611
①AdministrativeCost 178 0 6 122 48
②ElementarySchool 555 0 0 0 555
③JuniorHighSchool 318 0 0 0 318
④HighSchoo1 463 0 28 0 434
⑤SchoolfortheHandicapped 109 0 4 0 104
⑥SocialEducation 97 0 90 0 6
⑦SportsandHealth 22 0 0 0 21
⑧University 64 0 0 0 63
⑨PrivateSchool 58 0 2 0 56
11DisasterRestoration 157 0 0 0 157
12DebtService 1,086 0 3 743 338
Others 608 0 63 0 544
GeneralAccount 9,41] 53 2,273 965 6,120
SpecialAccounts 299 7 ll3 95. 82
Total 9,711 60 2,38i 1,061 6,203
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Table2-2TheAdministrativeCostStatementofIwatePrefectureforFY2000(100millionyen)
① ⑦ ⑧ ⑨ ⑩
⑥一⑦一⑧一⑨
CostontheAccrualBasis層
Items
DebtServiceRetirementBenefit Depreciation
「
TotalCost
lAssembly 0 1 0 15
2GeneralAdministration 24 10 7 563
3SocialWelfare 1 5 2 501
4Sanitation
・
2 5 1 212
5LaborAdministration 1 1 1 37
6Agriculture,Forestry,Fisheries71 16 68 1,417
①Agriculture 4 6 1 219
②DairyingandCattle-Breeding 1 1 1 82
③FarmLand 32 2 3 725
④Forestry 22 2 13 260
⑤Fisheries 12 2 48 130
7CommerceandManufacturing 4 1 4 100
8PublicWorks 185 8 447 1,202
①AdministrativeCost 1 3 0 36
②RoadsandBridges 96 2 345 747
③Coasts 59 1 72 216
④Ports 15 0 20 62
⑤CityPlanning 7 0 .0 llO
⑥Housing 4 0 7 29
9Police 2 24 8 329
10Education 29 148 28 1,817
①AdministrativeCost 0 2 0 52
②ElementarySchool 0 58 0 614
③JuniorHighSchool 0 33 0 351
④HighSchool 13 37 12 498
⑤SchoolfortheHandicapped 1 10 2 118
⑥SocialEducation 3 1 3 16
⑦SportsandHealth 0 0 1 24
⑧University 10 3 7 .85
⑨PrivateSchool 0 0 0 56
11DisasterRestoration 5 0 0 163
12DebtService ▲338 0 0 0
.Others 9 0 0 554
GeneralAccount 0 224 571 6,916
SpecialAccounts 0 0 32 ll5
Tota1 0 224 604 7,031
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Table2-3TheAdministrativeCostStatementofIwatePrefectureforFY2000(100millionyen)
① ⑪
⑪/⑩
⑫
⑫/⑩
⑬
⑩一⑪一⑫ ⑬/⑩
Items Fees
Users
Coverage
Ratio(%)
Subsidies
Subsidies
Coverage
Ratio(%)
Admini一
.
stratlve
Cost
LocalTax
Coverage
Ratio(%)
1Assembly . 0 0 0 0 15 99
2GeneralAdministration 52 9 39 7 471 83
3SocialWelfare 12 2 164 32 324 64
4Sanitation 13 6 25 ll 173 81
5LaborAdministration 0 2 18 49 17 47
6Agriculture,Forestry,Fisheries80 5 751 52 585 4]
①Agriculture 2 1 101 46 114 52
②DairyingandCattle-Breeding16 19 34 41 31 38
③FarmLand 35 4 441 60 247 34
④Forestry 23 9 97 37 139 53
⑤Fisheries 2 1 76 58 51 39
.
7CommerceandManufacturing 3 3 21 21 75 75
.
8PublicWorks 80 6 373 31 748 62
①AdministrativeCost 11 31 2 7 22 61
②RoadsandBridges 9 1 207 27 530 71
③Coasts 5 2 81 37 129 59
④Ports 29 46 13 21 20 32
⑤CityPlanning 10 9
'59 53 40 36
⑥Housing 14 48 9 33 5 17
9Police 18 5 10 3 299 90
10Education 77 4 468 25 1,272 69
①AdministrativeCost 18 34 3 7 30 58
②ElementarySchoo1 0 0 259 42 354 57
③JuniorHighSchool 0 0 148 42 203 57
④HighSchool 46 9 14 2 437 87
⑤SchoolfortheHandicapped 0 0 30 25 88 74
⑥SocialEducation 1 7 1 10 13 81
⑦SportsandHealth 0 2 1 4 22 92
⑧University 10 12 0 1 73 86
⑨PrivateSchool 0 0 7 14 48 85
llDisasterRestoration 0 0 ll4 70 48 29
12DebtService 0 一 0 一 0 一
Others 0 0 0 0 554 99
GeneralAccount 340 4 1,987 28 4,588 66
SpecialAccounts 10 9 93 80 11 9
Total 351 4 2,08' 29 4,599 65
(33)AccountingforLocalGovernmentsandtheSoftBudgetConstraint33
Table3TheAdministrativeCostStatementofMusashino。cityforFY2001
Item Sum(1000yen)Ratio(%)
Revenue MunicipalityTaxes 40481582,, 73.5
NationalGrants 2943562,, 5.3
GrantsfromTokyoPrefecture 3,171,535 58
Fees 1587193,, 2.9
l
Revenues
InCash Contributions 970,976 L8
RevenuefromProperties 499,780 0.9
OtherRevenue 319,989 0.6
Others(AllocationTaxesetc.)4886388,, 8.9
Total 54,861,005 99.6
BroughtoutfromReserves 242,100 0.4
2
0ther
Revenues
DecreaseofUnpaidTaxes △29,227 一 〇ユ
IncreaseofUnpaidTaxes △315 0
Tota1 212,558
'
0.4
TotalRevenues 55073563,, 100
Expense PersonnelExpenses 12602036,, 22.9
AcquisitionofProperties 10,780,777 19.6
MaintenanceandRepair 572,901 1
CapitalInvestments 5,469,247 9.91
Expenses
InCash Allowances 6179461,, 11.2
DebtServicePayment 946,446 1.7
TransfertoOtherAccounts 3699841,, 6.7・
ExpensesforConstruction 2,301,647 4.2
Total 42552356,, 77.3
AllowanceforUnpaidTaxes △87,386 一 〇.2
Depreciation 2,542,777 4.6
①RoadsandBridges 961,368
②Construction 1435115,,
2
0ther
Expenses ③Equipment 55,155
④Vehicles 48,144
・
⑤PaymentbyBeneficiary 42,995
AllowanceforRetirementBenefits 872,840 L6
Tota1 3328231,, 6
TotalExpenses 45880587,, 83.3・
NetSurplus 9192976,, 16.7
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theeffortlevelatwhichnotonlythegovernorbutalsohissubordinateshavechosenon
purposetoimprovetheirservices.Thetargetingratioshouldbeprovided,takinginto
accountthecircumstance<.ofeachlocalgovernment.Fromthispointthelatter(model
①)andmodel③arelessclear.Allwecansuggestisatleastindicatethesecondarynet
surplusaftertheeliminationofgrantsorsubsidiessomewhereatthebottomoftheadmin-
1stratlveCOStstatement.
Onedistinctionthatwecanmakebetweentheadministrativecoststatementof
ShizuokaprefectureandofMusashino-cityiswhetherornottheallowanceispreviously
madeforlossduetounpaidtaxesandfees.Anotherdistinctionishowtheretirement
benefitsarecalculated.WhatMusashino-cityhasadoptedisquitesimilartoprojected
benefitsobligation(PBO),whichtakesintoaccount2%annualincreaseofsalary .Itis
equaltotheaverageretirementbenefitsmultipliedbythetotalemployees.Thereisalsoa
discount,whichrateisfoundedonthatoflongtermnatiOnalbond,namely3%actually.In
thiswaywecanavoidtheoverestimationwhichislikelytohapPeninmodel①.
Furthermore,wemustbecautiousabouttheindicationof"grantallocatedforthelife
timeofassets"intherevenueitem,whenwelookattheadministrativecoststatementof
model①Thenetdepreciationisonlydeterminedbyeliminationofthatrevenuefrom
depreciationindicatedintheexpenseitem.Becausetheacquisitioncostincludesthegrant
fromthecentralgovernment.Itisreallyaperplexingtreatment.
V.ConcludingRemarks
Thesummaryofourargumentsisasfollows.
(1)Anincompletecontractsapproachcreatedtoexplainworkingforcesintheprivate
sectorisalsoapplicabletothepublicsectorwherethesoftbudgetconstraintisdomi-
nant.Theproblemarisingfromitisessentialtothegovernorofalocalgovernment.
Hedoesn'thavemuchincentivetoimproveorrevealhisperformance,sinceabailout
fromthecentralgovernmentisexpected,
(2)Inordert61etthegovernorrevealhisperformance,wefindanex-anteincentivedesign
moreeffective.Thebudgetallowedissupposedtobesub-optimallylowerifhedoesn't
tellthetruth.
(3)Thebalancesheetandinparticulartheadministrativecoststatement,evenifestab-
lishedexpost,canplayanimportantroleindetermininghisoptimalbudget,namely,
hisgrantsorsubsidiesfromthecentralgovernment.Pretendingalowperformerdoes-
n'tgetanywhere,sincehishighersubsidiescoverageistheobjectofthedecrease.
(4)Wecanidentify3types.ofmodelintheadministrativecoststatementsofJapanand
findoneofthernsuitableforthispurpose.
Wehaveproposedasolutiontotheproblemsarisingoutofthesoftbudgetconstraint,
(35)AccountingforLocalGovernmentsandtheSoftBudgetConstraint35
evenifitisnoteasytoputintopractice.Itisdifficulttodecidewhichbudgetisoptimalfor
eachlocalgovernment.Decreasingthebudgetcanalsoleadtoanefficiencylossinlocal
wealthlikedestabilizingtheeconomyandputtinginjeopardytheemploymentofpeople
livingthere,thoughthecentralgovernmentmaybepleasedwiththedecreaseofgrantsor
subsidies,sinceitsuffersfromseriousfinancialloopholes.
Themostimportantthingistocomeupwithabettercriteriononwhichtheevaluation
ofpropergrantsorsubsidiescanbebased.Thefinancialstatementsactuallypreparedfor
localgovernmentsleavealottobedesired.Refinementandsophisticationwillbeneces-
sary.Thatincludesconsolidationandactivitybased-budgetingmeasuresthathavebeen
alreadyintroducedinadvancedcountries.Finallywepresumethroughoutthepaperthat
thecitizensandthecentralgovernmentalwayssharethesame・interest,althoughitisn't
alwaysthecase.Therebyweshouldexploreinourfutureresearchthecaseinwhichthere
isaconflictofinterestbetweenthem.
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